The Conference Board of Canada 

Insights You Can Count On 


© 


Executive Summary November 2010 


Quebec’s Fiscal Situation 

The Alarm Bells Have Sounded 

O ver the last 10 years, The Conference Board of 
Canada has published numerous reports on the 
financial situation of governments at all levels — 
federal, provincial, and municipal. Our new report high- 
lights the overall fiscal health of Quebec and its provincial 
government. The report is especially timely given the 
current debate over spending and universal health care. 
The report presents our forecasts for the Quebec gov- 
ernment’s fiscal balance for the 2010-31 period, taking 
into consideration the province’s aging population and 
its impact on Quebec’s public spending and revenues. 
This major demographic change will clearly have con- 
siderable repercussions, particularly on public health- 
care spending. The 65-and-older age group will represent 
a steadily expanding proportion of the Quebec popula- 
tion over the next 20 years. Given that this age group 


At a Glance 

♦ This report focuses on the overall fiscal 
health of the Government of Quebec. 

♦ An aging population will have a dual effect on 
Quebec’s fiscal health: it will drive up health- 
care spending, and it will put a damper on the 
province’s potential economic growth. 

♦ If the government wishes to maintain its fiscal 
balance while sustaining its current spending 
programs, it will need to continue increasing 
the QST in subsequent years until the sales 
tax reaches 19.5 per cent in 2030. 

♦ The alarm bells have sounded! 


ECONOMIC PERFORMANCE AND TRENDS 
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requires the greatest level of health care, one may well 
ask: How can the Quebec government — which did show 
courage in its 2010 budget — manage its budget in such 
a situation? This report attempts to answer this and 
several other questions. 

To complete our forecast of the Quebec government’s 
fiscal situation, we used the Conference Board’s long- 
term economic projections. Prepared by the Conference 
Board for the past 20 years, these projections provide us 
with the basic information needed to forecast the Quebec 
government’s revenues and expenditures. In the case of 
revenues, for instance, we have applied implicit tax 
rates to economic variables such as personal income, 
corporate profits, and consumer spending. For this 
exercise, we adopted the underlying hypothesis that 
current taxation rates will remain unchanged — except 
for the sales tax rate, which will be increased (as the 
Quebec government has already announced) by one 
percentage point in January 2011 and by another per- 
centage point in January 2012. It is important to stress 
that all tax changes already announced and passed by 
the legislature are included in our projections. 

We have based Quebec’s public health-care and educa- 
tion spending on models that start with the trend of 
actual per capita costs in real terms. The forecast then 
adds other key factors — inflation, demographic growth, 
and the change in the population’s age structure over the 
forecast period. The effect of the aging population is 
thus included in the fiscal forecast, but does not impact 
the actual amount of money being spent on an individ- 
ual of a given age. (Note: The demographic projections 
used for the economic and financial forecasts come 
from work produced jointly by the Conference Board 
and Statistics Canada). 

The results of our research are strikingly clear. If Quebec’s 
taxation rates remain unchanged and the historical trends 
of actual per capita program spending are maintained, the 
Quebec government is headed for deep fiscal trouble. The 
Conference Board estimates that by the end of fiscal 
2030-3 1 , the Quebec government would post an annual 
deficit of $45 billion — this, despite an assumed continued 
increase in federal transfer payments. 


It must be emphasized that our base case forecast remains 
hypothetical and that the reality will no doubt be different. 
This forecast assumes no further changes in fiscal policy 
other that the changes already announced in recent budgets, 
including the 2010 budget. Clearly, the Quebec govern- 
ment will respond to the fiscal threats suggested by our 
base case scenario with new initiatives aimed at pre- 
venting the province’s fiscal situation from going off 
the rails. However, this base case scenario is useful in that 
it provides a measure of the magnitude of the problem. 

This disturbing trend toward a deepening deficit — as 
outlined in our base case scenario — is due to modest 
economic growth and the related effect on revenue 
growth, which will lag far behind growth in overall 
expenditures. Specifically, the Conference Board fore- 
casts that Quebec’s real economic growth will average 
1.6 per cent per year for the 2009-10 to 2030-31 period 
as a whole, but will actually fall below 1 .5 per cent per 
year in the final 10 years. This tepid performance will 
be due to weak population growth, which will average 
only 0.7 per cent per year over the next 20 years, and 
will in fact drop to just 0.5 per cent per year over the 
final four years of the forecast. 


Quebec’s deepening deficit in our base case scenario is due 
to modest economic growth and related revenue growth, 
which will lag far behind overall expenditure growth. 


In this demographic and economic context, the Quebec 
government’s revenue growth will be limited to 3.5 per 
cent per year over the final five fiscal years of the fore- 
cast period, and to an average of 4 per cent per year 
over the entire forecast period. At the same time, 
expenditures will increase at an average annual rate of 
5.1 per cent. The main reason for this substantial rise in 
expenditures will be the rapid increase in health care 
expenditures. The Conference Board forecasts that the 
Quebec government’s spending on health-care will grow 
at an average annual rate of 5.9 per cent over the entire 
forecast period. Of this increase, 2.5 percentage points 
will be attributable to inflation, 1.7 percentage points to 
real per capita increases in health-care spending (for 
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technological upgrades, improved accessibility, etc.) and 
1.8 percentage points to demographic factors (1.1 per- 
centage points due to the aging population and 0.7 per- 
centage points because of population growth). 

The other spending category that will pose a problem 
for the Quebec government in this scenario will be 
debt servicing, which will post average annual growth 
of 8.2 per cent between 2009-10 and 2030-31. This will 
be caused by an increase in the Quebec government’s 
indebtedness during the forecast period, in tandem with 
the rapidly rising deficit. Nonetheless, in absolute terms, 
health-care spending will rise the most — and thus con- 
tribute the most to the government’s deficit during the 
forecast period. Specifically, health-care spending will 
rise from $27 billion in 2009-10 to $90.2 billion in 
2030-31, for a net increase of approximately $63 billion. 
In fact, health-care spending as a percentage of total 
revenues will rise from 43.1 per cent in 2009-10 to 
63.4 per cent in 2030-31. In comparison, debt-service 
expenditures will rise from $6.2 billion in 2009-10 to 
$32.1 billion in 2030-31, to constitute 22.5 per cent of 
total revenues at the end of the forecast horizon. 

In our analysis, other spending categories will post growth 
virtually identical to that of revenues, averaging 3.3 per 
cent growth per year between 2009-10 and 2030-31. 
Noteworthy among the other expenditures is education. 
Our simulation shows that the Quebec government’s 
education spending is likely to increase at an average 
annual rate of 3.7 per cent between fiscal 2009-10 and 
fiscal 2030-3 1 . The main difference between education 
and health-care spending is the projected evolution in the 
beneficiaries of each of these expenditures. In the case of 
health care, the aging of the population — led by the baby 
boomers — will increase the number of people in the age 
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brackets where costs are highest. In fact, the 65-and-older 
population is expected to expand by an average of 3 per 
cent per year over the next 20 years, whereas the 5-24 age 
group will expand by an average of only 0.4 per cent per 
year during that period. This radically different demo- 
graphic pattern for these two age brackets is largely 
responsible for the growing gap between trends in 
health-care spending and those in education spending. 

Our research pursued the analysis one step further by 
asking the following question: What — based on such an 
expenditure scenario — would be the rate of the Quebec 
provincial sales tax at the end of the forecast period if 
the Quebec government tried to maintain a balanced 
budget until 2030-31? The answer is a provincial sales 
tax rate of 19.5 per cent. In other words, the QST 
would need to rise by another 10 percentage points 
from January 1, 2012 ( when it will be at 9.5 per cent) 
to the end of the forecast period. Is such a tax rate pos- 
sible? In France, the value-added tax (VAT) currently 
stands at 19.6 per cent. But is it politically “doable” in 
Quebec? It is not for the Conference Board to answer 
this question — it is up to the people of Quebec. 

But the alarm bells have sounded! If Quebecers want 
to maintain universal health care, they have the ability 
to do so — but they must realize that such a choice has 
a price. And if they want their university students to 
continue paying some of the lowest tuition fees in 
North America, there again, it is for them to decide 
and accept the consequences. While The Conference 
Board of Canada has no interest in telling the Quebec 
government what to do, it does feel duty-bound to 
warn Quebecers that their government’s financial 
situation is shaky — and that maintaining the status 
quo is not an option. 


Find this executive summary and other Conference Board research at www.e-library.ca 


Publication 11-143 
copy: Complimentary 


For the exclusive use of CHRISTOPHER RICHARD DETTLING, christopherrichardwadedettling@gmail.com, CRWD Corporation. 


Acknowledgements 

The author would like to thank Alan Arcand for his technical support and Matthew Stewart for sharing his knowledge of public finance. 
Without asking them to take responsibility for the report’s contents, the author would also like to thank several Conference Board of 
Canada colleagues — Glen Hodgson, Pedro Antunes, Marie-Christine Bernard, and Louis Theriault — for reading the report and providing 
their feedback. Thanks also to Stefane Marion, Chief Economist and Strategist at the National Bank of Canada. Lastly, this report would 
not have been so well written were it not for the unrelenting efforts of Editext’s Marie-Helene Larrue. Thank you everyone. The author 
remains entirely responsible for any errors or omissions. 


Quebec’s Fiscal Situation: The Alarm Bells Have Sounded 
by Mario Lefebvre 

About The Conference Board of Canada 
We are: 



• The foremost independent, not-for-profit, 
applied research organization in Canada. 

• Objective and non-partisan. We do not 
lobby for specific interests. 

• Funded exclusively through the fees we 
charge for services to the private and 
public sectors. 


• Experts in running conferences but also at 
conducting, publishing, and disseminating 
research; helping people network; develop- 
ing individual leadership skills; and building 
organizational capacity. 

• Specialists in economic trends, as well 
as organizational performance and public 
policy issues. 


• Not a government department or agency, 
although we are often hired to provide 
services for all levels of government. 

• Independent from, but affiliated with. 

The Conference Board, Inc. of New York, 
which serves nearly 2,000 companies in 
60 nations and has offices in Brussels and 
Hong Kong. 



The Conference Board of Canada 

Insights You Can Count On 


0 


255 Smyth Road, Ottawa ON K1H 8M7 Canada 
613-526-3280 • Fax 613-526-4857 • Inquiries 1-866-711-2262 


The Conference Board, Inc. 845 Third Avenue, New York NY 10022-6679 USA Tel. 212-759-0900 • Far 212-980-7014 • www.conference-board.org 
The Conference Board Europe Chaussee de La Hulpe 130, Box 11, B-1000 Brussels, Belgium Tel. +32 2 675 54 05 • Fax +32 2 675 03 95 
The Conference Board Asia-Pacific 2802 Admiralty Centre, Tower 1, 18 Harcourt Road. Admiralty Hong Kong SAR Tel. +852 2511 1630 • Fax +852 2869 1403 


©2010 The Conference Board of Canada* 

Published in Canada • All rights reserved 
Agreement No. 40063028 ■ Publie egalement en frangais 
‘Incorporated as AERIC Inc. 


For more information, please contact us at 
the numbers listed above or e-mail 
contactcboc@conferenceboard.ca. 
This publication is available on 
the Internet at www.e-library.ca. 


Forecasts and research often involve numerous 
assumptions and data sources, and are subject 
to inherent risks and uncertainties. This 
information is not intended as specific 
investment, accounting, legal, or tax advice. 


conferenceboard.ca 




